Existing research finds that underwriter prestige is related to underpricing among initial public offerings. However, the relation is not stable through time. This study finds that the relation changed from negative to positive in 1993. When the sample is divided by level of underwriter prestige, underpricing by high-prestige underwriters exceeded underpricing by low-prestige underwriters for 18 of 20 years following 1993. The difference in underpricing between high-and low-prestige underwriters peaked in 1999 but continued after the market correction in 2000. High-prestige underwriters are responsible for the shift in underpricing that occurred in 1993.
Introduction
Previous research documents that the prestige of the underwriter is related to the underpricing of initial public offerings (IPOs). However, the relation is not consistent through time. Table 1 shows the varied influence of underwriter prestige found in other research. Hanley (1993) and Lowry and Schwert (2004) find a negative relation between underwriter prestige and underpricing for IPOs from 1983-1987 and 1985-1997 The certification effect is commonly used to explain lower underpricing among prestigious underwriters. It argues that issuers select underwriters based on their pricing accuracy. Therefore, underwriters may lose future business when they underprice. Hanley (1993) finds that high-quality underwriters have reputational capital at risk and are more likely to accurately price the IPO. In addition, experience and resources allow prestigious underwriters to price new offerings more accurately. Therefore, prestigious underwriters certify that the offer price is appropriate and have lower underpricing than IPOs underwritten by less prestigious underwriters.
A few theories attempt to explain the positive relation between underpricing and underwriter prestige. Prospect theory, advanced by Loughran and Ritter (2002) , argues that company executives focus on their personal wealth gains from the aftermarket stock price appreciation rather than on the losses from the low offer price. Therefore, issuer's anger about the money left on the table due to underpricing is eclipsed by the unexpected wealth gains due to stock price appreciation. Loughran and Ritter (2004) argue that changing issuer objectives are responsible for the increased underpricing among prestigious underwriters. Company executives became more concerned with earning positive analyst coverage and were willing to accept greater underpricing. Therefore, issuers selected underwriters based on the quality of their analysts rather than pricing accuracy. Additionally, executives became more interested in receiving side payments from the underwriter in exchange for accepting greater underpricing. This spinning hypothesis argues that executives personally receive shares of other IPOs in return for their business.
Another factor that may have contributed to the increased underpricing among prestigious underwriters is the agreements in which investors agreed to purchase additional shares in the aftermarket, referred to as laddering. Investors were allowed to purchase IPO shares at the offer price if they agreed to purchase additional shares after it began trading. Aggarwal, Purnanandam, and Wu (2005) find that laddered IPOs had significantly higher underpricing.
A final factor that may have increased underpricing is that prestigious underwriters began underwriting smaller and riskier companies. Prestigious underwriters originally avoided small IPOs to maintain their reputation. Once issuers changed their objectives and no longer used pricing accuracy to select underwriters, prestigious underwriters were free to pursue lower quality IPOs. Loughran and Ritter (2004) find that prestigious underwriters began underwriting smaller and unprofitable IPOs in the late 1990s.
Numerous reasons may have led prestigious underwriters to increase their underpricing. Clearly, the negative relation between underwriter prestige and underpricing of the 1980s reversed at some point in the 1990s. Loughran and Ritter (2004) divide their sample into four periods: 1980-1989, 1990-1998, 1999-2000, and 2001-2003 . Prestigious underwriters had lower underpricing in the first period, slightly higher underpricing in the second period, substantially higher underpricing in the third period, and returned to lower underpricing in the final period.
In the current study, the relation between underwriter prestige and underpricing through time is examined to determine an appropriate date of change. Beginning in 1993, prestigious underwriters increased their underpricing. This trend began to accelerate in 1998 and peaked in 1999. Prestigious underwriters continued to have greater underpricing through 2012.
Previous research shows that underwriter prestige significantly affects the level of underpricing. This study contributes to the literature by demonstrating the relation between underwriter prestige and underpricing changes through time. A more precise measure of this relationship allows for a more accurate examination of the influence of other factors on underpricing.
The rest of this article is as follows. Section 2 describes the data and presents preliminary evidence of the shift in influence of underwriter prestige. Section 3 describes the methodology and discusses the results. Section 4 concludes the paper and discusses the implications of the results.
Data
The sample of U.S. The sample includes 6,509 IPOs between 1985 and 2012. Underpricing is the percentage change between the offer price and the first-day closing price. Underwriter prestige is measured using the Carter and Manaster (1990) rank as used in Loughran and Ritter (2004) . Low-, mid-, and high-prestige underwriters have a rank of 0-7.9, 8.0-8.9, and 9.0, respectively.
Descriptive Statistics
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Underwriters are separated into low-, mid-, and high-prestige underwriters based on the Carter and Manaster (1990) ranking system. Low-prestige underwriters have a rank below 8.0, mid-prestige underwriters have a rank of 8.0 to 8.9, and high-prestige underwriters have a rank of 9.0. Table 2 reports descriptive statistics for the sample with the annual underpricing separated by underwriter prestige. Figure 1 shows that the average annual underpricing is lower for high-prestige underwriters from 1985 through 1992. During this period, average annual underpricing by highprestige underwriters was 3.66 percent lower than underpricing by low-prestige underwriters.
Beginning in 1993, underpricing by high-prestige underwriters exceeded the underpricing of low prestige underwriters and continued for 18 of the next 20 years. In 1993-1998, average annual underpricing by high-prestige underwriters exceeded underpricing by low-prestige underwriters by 5.75 percent. Underpricing across all IPOs dramatically increased during the bubble period of 1999 and 2000. The underpricing difference between high-and low-prestige underwriters peaked in 1999. Following the bubble period, the difference between underwriter groups declined but the high-prestige group continued to have higher underpricing.
The underwriter market share is given in Table 3 . Market share is calculated by percentage of proceeds underwritten. For the entire period, 92.37 percent of proceeds underwritten had at least Table 4 examines the mean underpricing by underwriter prestige. The table introduces evidence that high-prestige underwriters had significantly lower underpricing before 1993 and significantly higher underpricing after 1993. From 1985 to 1992, the average underpricing of high-prestige underwriters was 1.59 percent lower than the average underpricing of low-prestige underwriters. From 1993 to 2012, underpricing was 12.18 percent higher for high-prestige underwriters. The 1993-2012 period was separated into three subperiods to determine whether the average was influenced by one of the subperiods. During the bubble period of 1999 and 2000, underpricing among high-prestige underwriters was 33.83 percent higher than underpricing among low-prestige underwriters. However, high-prestige underwriters had higher underpricing in the periods before and after the bubble period. 
Method and Results
We use multivariate regression analysis to determine whether underpricing changed after controlling for other factors that may influence underpricing. The sample is reduced by 39 observations due to missing data. To test the robustness of the results, we separate the sample by time period and underwriter prestige.
Control Variables
We control for the effects of other issue and issuer characteristics. Underwriters often adjust the price during the registration process, and research has shown a positive relation to underpricing. Loughran and Ritter (2002) argue that issuers permit a partial price adjustment because of their concern about wealth gains in the immediate aftermarket. They also suggest that a price increase sends a positive signal to investors, increasing demand for the IPO. Edelen and Kadlec (2005) find that firms partially adjust to decrease the probability of withdrawing the IPO. Price adjustment is the percentage change from the first registration midpoint price to the offer price.
Underpricing is greater when ownership retention is high. Aggarwal, Krigman, and Womack 
Underwriter Prestige Variables
The primary variables of interest are the underwriter prestige and the underwriter prestige interaction variables. The Carter and Manaster (1990) rank, as updated by Carter, Dark, and Singh ~ 32 ~ (1998) and Loughran and Ritter (2004) , is used to measure underwriter prestige. 1 Loughran and Ritter (2004) argue that underwriters with a rank of 8.0 or higher are considered prestigious. Lower ranked underwriters range from quality regional or niche underwriters to underwriters associated with penny stocks and market manipulation. We separate the underwriters into three prestige categories based on the Carter and Manaster rank: low-prestige underwriters have a rank below 8.0, mid-prestige underwriters have a rank of 8.0 to 8.9, and high-prestige underwriters have a rank of 9.0.
An indicator variable, 1993, is included in the model because previous analysis suggests underpricing changed at that time. It is equal to one if the IPO went public after January 1, 1993, and zero otherwise. An Underwriter prestige and 1993 interaction variable measures the change in underpricing due to underwriter prestige after 1993.
Results
A reduced model that omits the Underwriter prestige and 1993 interaction variable is used when the sample is separated by time periods. As shown in column 1 of Table 5 , Underwriter prestige has a statistically significant negative relation to underpricing in 1985-1992. The relation reverses in 1993-2012. Column 2 shows a statistically significant positive relation between underwriter prestige and underpricing. This finding supports the previous analysis in this article that indicates the relation between underwriter prestige and underpricing changed beginning in 1993.
The results for the extended model for the entire period are shown in column 3 of Table 5 . Underwriter prestige loses significance with the addition of the indicator and interaction variables. The 1993 indicator variable is not significant, indicating no overall change in underpricing. The interaction variable is positive and significant, suggesting that higher prestige underwriters have greater underpricing only during 1993-2012. These findings support the hypothesis that there was a change in the effect of underwriter prestige on underpricing after controlling for other effects beginning in 1993.
In examining the influence of the other characteristics, Price adjustment is positively related to underpricing and is significant at the 1 percent level, consistent with Hanley (1993) and Loughran and Ritter (2002) . Inside ownership (Overhang) is positively and significantly related to underpricing. This is consistent with Aggarwal et al. (2002) , Loughran and Ritter (2004) , and others. The relation between size and underpricing is negative and significant, except in 1985-1992. This is consistent with previous research that finds less risk and lower underpricing with larger offerings.
Market return is positively related to underpricing and is significant at the 1 percent level, consistent with Loughran and Ritter (2002) and others. The average underpricing of IPOs in the 30 days prior to the offer date is positively and significantly related to underpricing, suggesting a high degree of autocorrelation, consistent with Loughran and Ritter (2002) . We find a positive and significant relation between NASDAQ and underpricing, except in 1985-1992. This is consistent with previous research that finds more risk and greater underpricing for firms that list on NASDAQ. Underpricing is significantly higher for IPOs that went public in 1999 and 2000.
~ 33 ~ This table presents the regression results for underpricing. The dependent variable is Underpricing, the percentage change between the offer price and the first-day closing price. Price adjustment is the percentage change from the original mid-file price to the offer price. Overhang is the shares retained divided by shares issued. Size is the log of gross proceeds offered. Market return is the return on NASDAQ during the 10 days prior to the offer date. Prior underpricing is the average underpricing of all IPOs completed during the 30 days prior to the offer date. NASDAQ is an indicator variable equal to one if the IPO firm will be listed on NASDAQ, and zero otherwise. Bubble is an indicator variable equal to one if the IPO went public in 1999 or 2000, and zero otherwise. Underwriter prestige is the Carter and Manaster (1990) measure as used in Loughran and Ritter (2004) . An indicator variable, 1993, is equal to one if the IPO went public after January 1, 1993, and zero otherwise. Underwriter prestige × 1993 is an interaction variable equal to Underwriter prestige multiplied by 1993. The t-statistics use White's (1980) heteroskedasticity correction and are reported in parentheses.
** Significant at the 5% level. *** Significant at the 1% level.
Additional Analysis
The sample is divided based on underwriter prestige to determine whether the shift in underpricing is due to a prestige group. Loughran and Ritter (2004) find that prestigious underwriters relaxed their standards, particularly during the Internet bubble period. We divide our sample into IPOs with an underwriter whose Carter and Manaster rank is 8.0 and higher (mid-high) and IPOs with an ~ 34 ~ underwriter whose rank is below 8.0 (low). The subsamples are examined for 1985-1992 and 1993-2012 , and the results are presented in Table 6 . Underwriter prestige has a negative and significant relation with underpricing for both prestige samples in 1985-1992. The remaining control variables are similar between samples and similar to the previous results. Underwriter prestige is positively and significantly related to underpricing only for the higher prestige sample in 1993-2012. Underwriter prestige is not significant for the low-prestige sample. Similar to Loughran and Ritter (2004) who conclude that top-tier underwriters are associated with more underpricing in the 1990s, this suggests the switch to higher underpricing was driven by the ~ 35 ~ higher prestige underwriters. Additionally, the Bubble indicator variable is positive and significant for the higher prestige group and not significant for the lower prestige group. Only the higher prestige underwriters had significantly higher underpricing in the bubble years of 1999 and 2000 when other factors are controlled for. The remaining control variables in 1993-2012 are similar to previous analysis for both underwriter prestige samples. ** Significant at the 5% level. *** Significant at the 1% level.
~ 36 ~ Table 7 presents the results for the two underwriter prestige samples for the entire sample period. The results confirm our previous analysis. The underwriter prestige interaction variable is positively and significantly related to underpricing for the higher prestige sample only. Additionally, only the higher prestige underwriter sample had higher underpricing during the bubble years of 1999 and 2000.
Conclusion
Prior research shows that the influence of underwriter prestige on underpricing has changed through time. Before the 1990s, there was a negative relation between underwriter prestige and underpricing. The negative relation is generally attributed to the certification effect offered by prestigious underwriters. At some point in the 1990s, the relation between underwriter prestige and underpricing turned positive. Loughran and Ritter (2004) give two reasons for the change. First, issuers began paying for analyst coverage through increased underpricing. Second, executives of issuing firms began selecting underwriters based on side payments rather than pricing accuracy. Additionally, Aggarwal et al. (2005) argue that during the bubble years, investors were allowed to purchase IPO shares at the offer price only if they agreed to purchase additional shares after it began trading.
We extend the research on the influence of underwriter prestige on underpricing by determining a more exact time when the change occurred. Underpricing of high-prestige underwriters exceeded the underpricing of low-prestige underwriters beginning in 1993. Although the difference in underpricing peaked in 1999, underpricing was higher among high-prestige underwriters in 18 of the 20 years during 1993-2012.
When the sample is separated by underwriter prestige, the negative relation between underwriter prestige and underpricing exists for both groups before 1993. In 1993-2012, the relation between underwriter prestige and underpricing turned positive only for higher prestige underwriters. Underwriter prestige is not significantly related to underpricing for IPOs with an underwriter whose Carter and Manaster rank is below 8.0. Additionally, underpricing is significantly higher during the bubble years of 1999 and 2000 only for higher prestige underwriters. The switch in influence of underwriter prestige and the increase in underpricing during the bubble years is driven by the higher prestige underwriters.
